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Deficits, Debt, and the Economy: An Introduction
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Introduction
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Background

Whals a Deficit?

A deficit describes one of the Thredeplessailble ou
government 1 nckuroswna adse fai cniett s (ddeldfdiacli tgu twhe®inng pay:
(outdagesbhd total money. iltf coddteedd fladeraluese ven
out)] atyhen the fgdonenbdsghpbabhmemoed budget describ
where federal receipiTshee gguazle foefd ear adle feixcpietn doirt usrue
di fference between the levels of spending and re
defined pernodhoefcas meofienthe & ffliesadl gpoar.n
Federal budget outocdymé’gectitnovartpersat evhbhaothh represe
federal taxes“dfud’egptsed nmgntandti vities, which i
outl aysocfiradm Sawcsua nfduyntdhse Post al Service. For fed:
subsidy cost of government activit°The fedeéenal ude
budget is constructed in a manner that provides
condi ons , attributable to higher,troe wemsmunas l(efrr om
degidoeaver spending levels (from reduced demand f
insurance) .

The federal governnve7®dt lil F ¥@& dweidqv @al 8% foific aGDPo.f §
FroFnW16®2 § Y2Z2® the avecrage2Pouwlfddm ($6 &b i IGIDiP o n

2018 dovdhesFHKRYQ2O0pledri od, the governmkinte generate

1 Unless otherwise noted, historical and projected budget totals draw from Congressional Budgekt@fiBelget
and Economic Outlooks: 2019 to 202@nuary 2019, dittps://www.cbo.gowdboutproductshudgeteconomiedata#3

2 Unlike many state and local governments, the federal government has no statutory Halalggegquirement.

3 For a more thorough discussion of budget concepts, see Office of Management andfBUE0& Budget
Analytical Perspective$ebruary 2018

4 As compared to the calendar year, the federal fiscal year runs from October of the preaidhsough September of
the current year. For example, FY2019 began on October 1, 2018, and will end on September 30, 2019.

5The Federal Credit Reform Act of 199R.L. 10158) defines subsi dy ecterrmcosttothe “t he est i
government of a loan guarantee, calculated on a net presen
therefore represent a projection of the final cost to the governmardretlit program, and not the inflow or outflow of

money for the activity. For more information about subsidy costs and their effect on the federal bu@jRg Report

R44193 Federal Credit Programs: Guaparing Fair Value and the Federal Credit Reform Act (FCR¥)Raj

Gnanarajah
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federal governmen® incurred a net deficit

Wha't I s the Debt?

The fediewlhd merhay that the go,vewhimelmti mowlewsd e op ri it
citizens, institut i otnhse,r fpoarretisg no fg otMleerbrtfneednetrsa,l agnoc
measurements may be taken at any time and rTepr es
government borrowing activity. Federal debt incr
out flows made famsf ddertalofcrtedicdi tsuprsdglty costs al:
calculations), and increases 1in intragovernment a
loans 1issued for college tuition payments, s mal.l
governang nd sanlp floa tt hose casesasdaddité¢évahd iovansa
gramtmeld decrease as money for such programs 1is 1
Intragovernmental debt is generated when trust f
money f ryoome nttasx, pfaces, or other revenwe makwerces t
payment s . Ihet sasy pl aa & ¢ sod dgarvuesrendmetnot faicntainvciet i e s ,
Government Account Series (GAS) secuwrimdiyes are i
then be redeemed when trust flumnd aegxopveenrdninteuntrteas! ed>

may be thought of as money that omne part of the

The Department of the Treasury 1 smarreys poobnjseicbtliev ef o
of Tr'sadabty management str afsegbyorirso wtion gf unlefeidlsl atth
west co&Ttr emwairr yt fmmances federal boxrowing ac:
cked securities thathegerneorwanteer si.n tTerreeasstu rpya ysmecnut
picatld yt soo hpdwtlgihc an auction process, and have
mhtatey are held before repayment)® of anywhere

=< O

Comparing Debt Hednd blyntttheg Puddiment al Debt

Feder anla ydldwti d e dmad jncdamt etgwor i e s : (1) debt held by t
sum of accrued net defiedtsadndredistpndiEgng mmone
intragover nmdrtbalu 2d0g]1box 8h,eA sa noofu n t of federal debt
$22 . 0B 7,1 1wibh of that debt BE&%dhodlyd tdhse ipmuthrdad go awenrd:
de¥WTablseu mma t hceoemsp o ©if t dedt held by the public and
debt

6 Office of Management and Budget, Fiscal Year 2018 Historical Tables, Table Httpsawww.whitehouse.gov/
sitesflefaultfileslombbudgetfy2018/assetdiist.pdf

7 For more information about the accounting methods used in deficit and debt calculati@RSseeport R43811,
Cash Versus Accrual Basis of Accounting: An IntroductignRaj GnanarajatandCRS Report R4400Z;ash Versus
Accrual Accounting: Tax Policy Consideratioiyy Raj Gnanarajah and Mark P. Keigktle

8 U.S. Department of the TreasuButies & Functions of the U.S. Department of the Tregsafry
http://www.treasury.goaboutfole-of-treasury/

For more information about Tr ERSReporyR4G76How breasurydsauesg e me nt pr ac
Debt by Grant A. Driessen

10 Unless otherwise noted, federal debt totals are takenr@nTreasury;‘Monthly Statement of the Public Debt,
February 2019 at http://treasurydirect.gogbvtfreportspd/mspd20196pds022019.pdf
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Table 1. Features of Debt Held by the Public and Intragovernmental Debt

Publicly Held Debt Intragovernmental Debt
Origin  Budget deficits and the federal loar Federal trust fund surpluses
portfolio
Ownership Individuals and institutions Federal governmerdccounts

(domestic and foreign); state and
local governments; foreign

governments
Debt outstanding $16.251trillion (736%9 $5.836 trillion (26.4%
Shareof marketable securities $15.741trillion (969% $0.02 trillion (05%

Financial market presenc Debt issuances may compete for  Debt issuances do not appear in
private assets exchanged in the public markets and thudo not
financial market compete for private assets

Source: U.S. TreasuryMonthly Statement of the Public,Beliiruary 2019at http://treasurydirect.gogovt/
reports/pd/imspd2019bpds022019.pdf

Note: Debt values as dfebruary 28, 2019
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De ficit and Debt Interaction

Feddrdhinrd tdetbtcemes i nt ebddgenddaficits increase f
which in turn increase future net deficits becat

11 The Banking Act of 1935 (P.L. 7305) prohibited the Federal Reserve from purchasing Treasury securities directly
(at auction). The Federal Reserve may purchase Treasury securities on the secondary market.
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Figure 1.Federal Debt, FY19 69-FY2018
(as a % of GDP)
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Source: Congressional Budget Office.

12 Congressional Budget Officklistorical BudgetData, January 2019, dtitps://www.chbo.godboutproductsbudget
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How Debt Contributes to Deficits
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Determinants of Net Interest Payments

The amount of net interest payments owed by the fedgr@ernment depends on the existing stankfederal
debt and the interest rate on outstanding debt instruments. The structure of the interest payments may be f
or variable, depending on the type of dabsuanceln either case, the terms of interesteaagreed to in advance
of sale. Interest rates on debt vehicles are largely determined by prevailing economic conditions. Situations
the private cost of borrowing (interest rate) is high will raise interest rates on federal debt and thereby incre
net interest payments. Increases in the amount of existing debt will also lead to a rise in net interest payme
theyincrease the base on which a given interest rate is applied.

13 Although intragovernmental debt does not affect net interest payments, shifts in certain types of intragovernmental
debt may erve as a signal of future budgetary challenges. A notable example of such signaling may be seen with the
increases in intragovernmental debt held by trust funds devoted to Social Security. Intragovernmental debt from those
funds began increasinginthe81® s , as the entry of the “Baby Boomer?”
payments into the Social Security system, and produced surpluses in Social Security trust funds. All else equal, the
eventual retirement of those same workers has led to payifinent Social Security trust funds exceeding revenues,
thereby drawing down from excess funds in those accounts.

14The combined interest paid on debt held by the public and intragovernmental debt is known as gross interest
payments.

15 Congressional Budg@ffice, TheBudget and Economic Outlook: ZDtb 202, January 2019.
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Figure 2.Total and Primary Federal Budget Outcomes, FY19 69-FY2018

(as a % of GDP)
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Source: Congressional Budget OfficERS calculations.
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16 This report does not analyze interactions among monetary policy, federal debt, and economic outcomes. Federal

monetary policy is generally delegated to the Federal Reserve. For mo@netary policy issues, sS&RS Report
RL30354,Monetary Policy and the Federal Reserve: Current Policy and Condjtipnslarc Labonte

171n the ISLM model that is often used to describe the relatigmbetween public activity, private activity, and
market outcomes, a fiscal expansion can be thought of as causing an outward (right) shift in the IS curve.
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How Deficits and Debt Colnotmdfulmute t o t]
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Figure 3. Economic and Feder al Budget Outcomes, FY19 69-FY2018
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Source: Congressional Budget Officljstorical Budget DaBureau of Economic Analysidational Income and
ProducAccountsTable 1.1.3. CRS calculations.

Notes: Each dot represents the economic outcome (on the horizontal axis) and federal budget outcome (on the
vertical axis) for one fiscal year. The trend line of the entire sample is in blue
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19With positive economic growth, it is possible to simultaneously experience-ayesyear increas in nominal debt
and decrease in real debt. The federal government experienced this most recently from FY2000 to FY2001, when
nominal debt increased by $141 billion (from $5.629 trillion to $5.770 trillion), but real debt decreased by 0.9% of
GDP (from 555% to 54.6%).

20 Because real GDP measures adjust for the effects of inflation, average nominal GDP growth from FY1941 to
FY2015 (7.1%) exceeds measures of real GDP growth over the same period. As measured by the Bureau of Economic
Anal ysi s’ som&Nand RrosluctaAtcouhffiable 1.1.3), real GDP grew by an annual average of 3.5% from
FY1941 to FY2015.

2L Changes in real debt over time are also influenced by the stock of real debt at the beginning of the period, with larger
amounts of real debt leadj to smaller net increases in the debt stock from a given combination of deficits and
economic growth.

22 Congressional Budget Offic&n Update tdhe Budget and Economic Outlook: 2016 to 20Rfhe 2017.
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Table 2. Recent Forecasts of Federal Debt Held by the Public
(all figures expresseas a % of GDP)

Federal Debt Held by the Public

Projection Forecast Date FY2019 FY2024 FY2029 FY2049
CBO Baseline January 201¢ 78 85 93 n/a
CBO Alternative January 201¢ 78 87 97 n/a
Fiscal Scenaric
CBO LongTerm January 201¢ 78 86 93 147
Baseline

Source: CBO, The Budget and Economic Outlook: 2019 to 282¢ary 2019. CRS calculations

Notes: $00 EDVHOLQHY RSHUDWH ODUJHO\ RQ D FXUUHQW ODZ EDVLV XQOHVV
Scenario assumes that (1) discretionary spending wigtbsinflation after 209; (2) emergency nondefense

funding is provided at amounts consistent with their historical averages; and (3) roughly 30 tax provisions

scheduled to expire under current law are extended.
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23 The 2017 tax revision included a number of reductions to individual income tax rates and tax expenditures that are
scheduled to expire under current law. The Protecting Americans from Tax Hikes Act of 2015 (PATH Act), passed as
part of the Consolidated Ayopriations Act, 2016R.L. 114113), modified most of the previously expired tax

provisions that had been extended several times by past Congresses. The PATH Act madé¢hosa provisions
permanent, while others were extended through the 2016 or 2019 tax year. Provisions that were not made permanent
are assumed to expire as scheduled under the CBO baseline.
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International Context

It may be useful to compare the recent U.S. fede
international gover ntmematse amned afuissec aflu tsupracc e nct oe1r sc
be affected by the b¥ThhIéncr uafe sottther gmajeara la gtoovr
histdrprepeciionsntforeG and the Europl¢ean Area fr
Table 3.IMF General Gross Debt for Selected Countries, 2000 -2023
(as a percentage of GDP; change from preceding column in parentheses)
2000-2009

Country Average 2013 2018 2023
United States 65.4 104.9 ¢-39.5 106.1 ¢1.9) 117.0 ¢10.9
Canada 74.6 85.8 (+11.2 87.3 (1.5 76.6 €10.7)
European Area 68.8 91.5 ¢22.7) 84.4 (7.7) 74.5 (9.9

France 65.6 93.4 (+27.9 96.7 (3.3 93.9 (3.9

Germany 63.9 77.5 ¢13.9 59.8 (17.79) 44.6 (15.9

Italy 103.2 129.0 ¢-25.9 130.3 1.9 125.1 (5.9
Japan 168.9 232.5 (-63.6 238.2 (5.7 235.4 (2.9
United Kingdom 41.6 85.8 (+44.2 87.4 (-1.6) 84.0 (3.9

Source: International Monetary FundlYorld Econom@utlookTable A8, October 2018.

Notes: General gross debt includes debt held by municipal governments and includes only publicly held debt.

IMF projections for the United States use data from the April 2018 CBO baseline and incorporate budgetary

changesrbm the 2017 tax revisionR.L. 11897) and the Bipartisan Budget Agreement of 20P8_( 115-123).
The worldwide impact of the Great Reces-sion |led
7 countries in 2021030 9 ealvaetriavged at b@A et UiselSorw @ QD0 1 e v e 1
rosd®pf GDP over that time period, which was 1:
European Area but smaller than rises in the Unit
largely stadbitloz2@] rowi 2 1ldecreases 1in Ger many
s mall increases 1in other countries.
Future projectiombIaerfe dotheatrriazredl bde d idn ver gence |
gener al gross debt -71 ecvoeulnst raineds .t hTohsee IiMF oftohreerc aG t
gener a gross debt will rise from 106% to 117% f
forecast a adwaedelpgedlilgoatebaarmeGts and in the Eurc
Addressing the potential consequences of those g
t hat reduce future budget deficits, either throt
combination of $hhextwondedndase CBO@DP maantaiat ng
t odsayl e vel (78%) in FY2048 would require an 1 mme
spending, increase 1in revenues,ntorofs olmed % oonib iGnDaPt
(or about $400 billion in FY2O0 #8sIuPl ornaet)i oi nb eeyaocnhd
FY2047 would require additional deficit reductic
levels relative toetdadayonshoeramnewvehuspemdregse s

24 General government debt includes both federal and munisiizé and local) debt, and IMF projections typically
adhere closely to current policy baseline assumptions.
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larger. For example, in order to bring debt as
historical average over the past 50 years (40% c
or some cotmbd ntawada owo wlfd need to generate net sav
$630 billion in FY2018 alone) in each year.
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